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Purchasing Power and Related
Services: A Window into
Customer Preferences

End-users of electricity will soon be faced with
opportunities to express their power purchase preferences

in ways never before possible. Evidence from solicitations
and negotiations to date indicates an interest in a diverse

array of services.

William Golove, Charles Goldman and Steven Pickle

cross the country, states are

moving rapidly to restruc-
ture markets for electricity and re-
lated services. At least two pri-
mary paths to restructuring have
emerged: (1) the initiation of pilot
programs designed to open a por-
tion of the market to retail compe-
tition, and (2) the initiation of full
retail competition on a future date
certain. While a number of states
have already introduced pilots, no
states have actually commenced
full retail competition. Three (Cali-
fornia, New Hampshire and Mas-
sachusetts) are scheduled to do so
within the next year.

Increased customer choice has

already begun to have an impact
on the suppliers of electricity serv-

ices. There has been an increase in
the number and type of suppliers
and innovations in the pricing,
rate of development, and variety
of service bundles. The industry
trade press and academic litera-
ture generally focuses on the “sup-
ply side” of the transformation of
the electric utility industry (e.g.,
announcements of strategic alli-
ances, new products and serv-
ices), while there is much less in-
formation that is publicly
available on actual consumer pref-
erences. This phenomenon is due,
in part, to the limited economic ac-
tivity in restructured markets to
date.

Nonetheless, in response to elec-
tricity restructuring, end-users are
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increasingly purchasing electricity
and related services through new
and emerging channels. For exam-
ple, many firms are involved in di-
rect negotiations with power mar-
keters, energy services companies
or other potential providers of
electricity and related services,

often as a result of supplier mar-
keting efforts. Other firms are pur-
chasing electricity and related a
services through the issuance of
public and targeted solicitations.”
These solicitations provide some
important insights into large cus-
tomers’ preferences in electricity
services, pricing forms, contract
lengths, and so on.

I. Study Approach

We have examined a range of
solicitations from large end-users
in order to gain a more detailed
understanding of consumer pref-
erences for electricity-related serv-
ices and to complement informa-
tion available from survey results
of customers participating in re-
tail pilot programs.” We also re-
viewed these solicitations to de-
velop some initial insights on
whether actual customer prefer-
ences in the U.S. were consistent
with either current “conventional
wisdom” or international experi-
ence with restructured electricity
markets (e.g., the United King-
dom, Norway) regarding the lim-
ited demand for value-added
services, such as energy efficiency
services”

We obtained 20 solicita-

tions for the purchase of
electricity and related services.
These solicitations offer a window
into the preferences of commer-
cial, industrial and government
sector consumers of electricity. Ta-

Ele 1 provides a summary of our

sample, including information on
{1} market sector and location of
operations; (2) whether the solici-
tation was issued under a restruc-
turing pilot program or in antici-
pation of full retail competition,
(3) the type of solicitation {e.g., re-
quest for qualifications, request
for proposals), and (4) the variety
of services requested.

In order to obtain some solicita-
tions, we agreed not to reveal the
identity of firms. The organiza-

tions represented in our sample
include state, federal and local
government agencies, nonprofit
organizations, and commercial
and industrial sector businesses.
About 25 percent of the solicita-
fions in our sample were requests
for supplier qualifications. The re-
maining three-quarters involved
various types of requests for pro-
posals. We supplemented our re-
view through interviews with sev-
eral end-users and consulting
groups involved in the develop-
ment of these solicitations.

Qur findings should be inter-
preted with caution because of
the small sample size and data
limitations. Despite our offer of

confidentiality, we were unable to
obtain a number of solicitations
that have been issued by private
firms.* Moreover, solicitations rep-
resent only one of the available
avenues for purchase of electric-
ity-related services. As noted ear-
lier, we have little information on
contracts resulting from direct ne-
gotiations.

1I. Who Is Issuing
Solicitations?

Thus far, only large end-users
with significant electric loads or
entities that believe that they can
successfully aggregate loads have
issued solicitations. The transac-
tion costs associated with competi-
tive solicitations appear to limit
the appeal or viability of this strat-
egy for smaller customers. About
50 percent of the solicitations we
reviewed were issued by various
government agencies pursuing ag-
gregation strategies. These in- |
clude five municipalities that can
provide a firm commitment for
their own facility loads and are in-
terested in aggregating loads ot
other local businesses and resi-
dences, a public university and
state college system that is aggre-
gating loads from individual cam-
puses, and three local govern-
ment associations that want to
aggregate loads of member agen-
cies. Informal discussions with
representatives of various agen-
cles suggest that key factors un-
derlying their procurement strat-
egy are: (1) established
procurement protocols, (2) legal
requirements and (3) expectations
that large government purchases
be conducted in open processes.

Three solicitations in our sam-
ple were issuted by nonprofit
trade organizations representing
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multi-site commercial firms. We are aware of only a small
These nonprofit organizations is- number of solicitations issued by
sued solicitations in part to help end-users in conjunction with re-
create demand for their aggrega- tail competition pilot programs.
tion services, because typically This may suggest that end-users
they did not have firm commit- participating in retail competition
ments from individual member pilots are less likely to use solicita-
firms. Historically, both govern- tions for electricity purchases com-
mental agencies and these non- pared to end-users in states initiat-
profit entities have performed ing full-scale retail competition.
various coordinating roles in their | Two factors could explain such a
respective sectors and may be difference. First, the potential

well positioned to serve as elec- benefits of competitive solicitation
tricity demand aggregators in ad- may be less compelling in a pilot
dition to their traditional func- program because the range of sup-
tions. We were also able to obtain pliers is often limited to some pre-
five solicitations issued by large specified list. End-users often use
industrial firms or national ac- solicitations to screen out “fly-by-
count customers. night” suppliers. Because the sup-

pliers approved to participate in
some pilot programs have been
pre-qualified and approved, this
feature of a solicitation may be of
less value to end-users. Second,
because there may be timing re-
strictions associated with pilot
programs, consumers may need
to begin considering offers before
they would be able to issue a so-
licitation and receive bids, particu-
larly for governmental agencies.

II1. What Do Customers Want?

Our sample suggests five themes
that shed light on the motives and
service preferences of large end-us-
ers issuing solicitations. End-users
in our sample exhibited:

Table 1: What the Customer Wants: Key Attributes of Selected RFPs and RFQs

1, Optional

3. I?Ira'ls}.ructure development and maintenance refers to requests for both development of
ing facilities

4.NE = New England.

Direct Energy Infrastruc.
Access,  Solicitation Ancillary Biling Metering Finan. Green Efficiency Devl. &  Tariff

Sector State Pilot, Other  Type  Stages Winner? Energy Smcs. Srves. Srves. Srves? Power  Srves.  Maint® Analysis
G CA DA RFQ/RFP 1 Y X X X X X'

G CA DA RFP 1 Y X X X X

I NE* 0 RFP 1 Y X

C CA DA RFP 1 X

NP/IC CA DA RFP 1 X

G CA DA RFP 1 X X X X!

G CA DA RFQ 2 Y X X X

G CA DA RFQ 2 X X X X
G CA DA RFP 1 X X X X X

G CA DA RFQ 1 Y X X X

c CA DA RFP 1 X X

G NE DA&P RFP 1 X X X X X X X

I CA DA RFQ/RFP 3 X X X
l FL 0 RFP 1 Y X X X' X

I Mi P NA ? X X X

NP/C MA P RFP 2 Y X X

NP/C MA DA RFP 2 X X X X X X X X

I CA DA RFP 1 X
G CA DA RFP 1 X X X X

G CA DA RFQ/RFP 2 X X X X X X
Notes:

2. Financial services refer to a range of services including risk management, financing and Pror\]/is_ior; fof e,l%u'rty capri]tal distrb
echnical facilities, such as distribution networks, and O&M service for exist-

]
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1) A strong desire “to test the
market,” and in some cases, influ-
ence regulators;

2) Awillingness to consider a
wide variety of pricing forms and
options, subject to certain con-
straints;

3) An interest in purchasing
“green” power, at least among
some governmental and commer-
cial customers;

4) A strong interest in electricity-
related services beyond the provi-
sion of the commuodity, which we
characterize as “commodity-
plus,” and

5) Some level of interest in en-
ergy efficiency services among,
certain large end-users.

A. Testing the Market (and
Influencing Legislators and
Regulators)

hile some end-users in

our sample were clearly
interested in purchasing electric-
ity-related services (as evi-
denced by the comprehensive-
ness of the solicitation), it
appears that some solicitations
were used as information-gather-
ing tools by issuers seeking to
“test the market.” For example,
in several solicitations, end-users
provided only cursory informa-
tion on the energy-related charac-
teristics of their facilities or their
service preferences. In some cases,
this approach was part of a con-
scious, two-stage procurement
strategy (e.g., a request for qualifi-
cations to select a small group of
potential suppliers who would
then be allowed to respond to an
RFP which included comprehen-
sive information on facility en-
| ergy-related characteristics and
| loads). However, we also found a
number of examples of solicita-

tions which we would charac-
terize as “give me a proposal, 'm
not sure what ] want.”

As D. Louis Peoples, CEO of Or-
ange and Rockland Utilities, Inc.,
noted, “a competitive marketplace
requires a learning curve for cus-
tomers and marketers.” Competi-
tive solicitation processes can be a
useful tool in helping end-users
move up the learning curve and
gather valuable information about

Interest in electricity

pricing goes well be-
yond the claim that
customers simply

want to purchase

power from the lowest-
cost providers.

the market. For example, one end-
user that utilized a two-stage proc-
ess (Le., RFQ and RFP) added a
set of specified ancillary services
and non-firm power to the scope
of services in the REP which did
not appear in their initial RFQ.
Ancillary services include sched-
ule coordination and provision of
reserve margin and black-start ca-
pability. In California, despite re-
quirements that ancillary services

- be provided with the purchase of

electricity, fully two-thirds of the
solicitations did not specifically re-
quest such services. 1t is likely

that these entities were not com-
pletely aware of the market re-
quirements at the time of issuance.

Some solicitations also ap-
pear to be intended, in
part, to influence regulators or
legislators. For example,
Howard Foley, President of the
Massachusetts High Technology
Council, said of that group’s so-
licitation, “"We believe this pro-
gram will provide our members
with the ... benefits from ongo-
ing, energy-related legislative ac-
tivity.” This interest in legislative
activity was no doubt related to
Massachusetts” pilot program ap-
proach to restructuring. We also
discovered two solicitations is-
sued by companies operating in
states that do not currently allow
direct retail access. Conversa-
tions with executives at one of
these firms leads us to believe
that their RFP was part of an at-
tempt to substantiate a claim to
wholesale status with FERC and
thereby bypass the need for re-
tail access regulation. In the sec-
ond case, the apparent intent
was to accelerate the process of
restructuring in the company’s
home state.

B. A Variety of Pricing Options

Based on our sample, it appears
that customers want suppliers to
provide a broad array of pricing
forms. Our analysis suggests that
customers’ interest in clectricity L
pricing goes well beyond the
claim that “customers want to
purchase power from those
providers whose cost structures,
at any given moment, allow them
to minimize their overall electric-
ity bill.”® For example, pricing
forms requested by end-users in-
cluded: (1) fixed price for energy
only and/or demand charges
plus energy; (2) prices indexed in
some fashion to regional or na-
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3) time-of-
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tional spot markets; at
use (TOU) pricing based on either
changes in hourly spot or peak vs.
non-peak seasonal differentials;
(4) contracts for differences; (5)

commaodity and value-added serv-
LUX‘\II‘\)\AK\} TAX WA ¥ GAR AL T GARANAS A O

ices priced separately; (6) prices
benchmarked relative to current
utility tariff; and, (7) other innova-
tive approaches suggested by sup-
phiers
n our sample, end-users

A either explicitly or implicitly
identified a need to satisfy at least
these four objectives: (1) maxi-
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best possible rates, (3) minimize
price risk and ensure price pre-
dictability, and (4) establish price
comparability with other offers
and with tariffed rates from the lo-
cal utility.

These objectives are not entirely
complementary, but neither are
thev entirely incompatible. For ex-
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8
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p tract officers at several
govemmental agencies indicated
that cost savings must be clearly
demonstrable and often must be
justified in terms that are easily
gtl lLy
management. These agenc1es and
their procurement staff tend to be
risk-averse. For these end-users,
prices that are benchmarked rela-
tive to the current ‘Luuuy tariffs
may offer the most convincing
comparisons, even if this pricing
strategy does not maximize poten-
tial savings. By contrast, arrange-
ments PfUPUb(:‘Ll Dy El(.:‘LIflLl[y bup-
pliers may offer the potential for
superior savings, although these
suppliers may encounter difficul-

comprt rehended uy sen

ties 1f their proposals cannot be
readily evaluated and compared
to existing utility tariffs or involve
complex analysis of financial

risks. Thus, pthhc.h1ng prmp

mount importance for suppliers
that want to do well in procure-
ments issued by governmental

agencies.
For other end-users, a

Or Qner enda-u

comparability may be of p

predict-
able stream of future prices may
be more important than finding
the lowest possible price or maxi-
mizing total savings. For firms

that are out to maximize cavingc
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and have attractive load shapes,

Most solicitations
went well beyond the
simple purchase of
power and included
services that histori-
cally have been part of
bundled utility service.

o
b
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C. Surprises on the Services
Front

For the last 75 years, customers
desiring electricity have been re-
quired to purchase “bundled”

service from the local mnnnnnlv

The elements of services avaﬂable
have been largely defined by utili-
ties and regulators. Certain cus-
tomized services, such as demand-

side manacement (DSM) and

PIAT LIGLIGRTILITLIL \ BV dlid

interruptible power, have become
increasingly available, although
supply of these services has typi-
cally been hmlted to the uhhty
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the increasing potential for cogen-
eration, fuel substitution opportu-
nities, and the development of
DSM programs had already be-
gun to alter the process of buying
retail power for some large cus-
tomers.”

JJ ased on experiences in the

U.K.—and possibly as an

initial reaction to historically lim-

ited customer choice in the

FRE WLV S (OSSOl & § S E & L

U.S.—we expected to find that
large end-users would express
strong preferences for “commod-
ity only” service in their solicita-
tions. However, to our surprise,
only three solicitations specifi-
cally limited services to provi-
sion of the energy commodity
only. About 65 percent of the so-

Tiribats I
licitations went well beyond the

simple purchase of commodity
power and included some or all
services that historically have
been part of the bundle provided
b Yy electric uu‘uties, such as ancil-
lary services, billing, and meter-
ing (see Table 1). To some extent,
interest in billing and metering
services reflects explicit decisions
of regulators in some states (e.g.,
California) to unbundle these
services. However, the fact that in-
dustrial and commercial custom-
ers located in other states re-
questeu these services provmeb
some evidence that there is real
customer interest in innovation in
these traditional utility-supplied
services. National account custom-
ers, in particular, are clearly inter-
ested in taking advantage of tech-
nical advances in information and

communication technologies to

LUt UG i sv;vb:.\,u (S

enhance billing services.®

We were also somewhat sur-
prised by the relatively low num-
ber of requests for ancillary serv-

ices, especially among fi

1rMmco in
12113 1X1
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California. We had expected to
see ancillary services requested in
nearly every case because of the
requirements of the California In-
dependent System Operator
(ISO). The fact that ancillary serv-
ices were not explicitly requested
by end-users provides an exam-
ple of the “learning curve” re-
quired of customers that want to
participate in direct access and is
possibly related to continuing
regulatory uncertainties associ-
ated with new market structures
in many states, Only one end-user
specifically requested back-up
power, which suggests that, at
least in our sample, there was rela-
tively low interest among large
customers in securing additional
service reliability beyond the level
offered by the existing system.
bout 60 percent of the so-
ficitations included re-
quests for at least one or more ad-
ditional services such as tariff
analysis, risk management, infra-
structure development (e.g., eco-
nomic development assistance or
facility maintenance) and energy
efficiency services. We would
characterize these service pack-
ages as “commodity plus” in that
customers are requesting value-
added services that go well be-
yond basic electricity services. We
were likewise surprised by the
range and diversity of services re-
quested. End-users identified
over 20 distinct services, beyond
the provision of commodity
power, in these solicitations,
which we combined into nine
categories shown in Table 1.

D. Interest in Purchasing
‘Green’ Power

In our sample, about 25 percent
of the end-users—mainly govern-

mental agencies and nonprofit
organizations representing com-
mercial users—indicated that
they were explicitly interested in
supplier offers to provide
“green” power. Overall, we
found some large customers will-
ing to consider supply packages
that include “green power.”
Only one of five Califernia mu-
nicipalities included “green”
power in their solicitations,

The level of interest in
comprehensive energy
efficiency services var-
led significantly
armong even customers

that requested these

Services.

which was less than we expected
given their stated interest in aggre-
gating loads of residential custom-
ers. We would expect to see
“green” power packages included
more frequently in the future by
municipalities seeking to target
and aggregate residential cus-
tomer loads. At least in Califor-
nia, public surcharge funds will
be available to some customers
that purchase “green” power
from renewables. These financial
incentives may help jump-start
this market during the transition
period and will encourage entry
by retail energy suppliers inter-
ested in providing “green”
power.

E. Demand for Energy
Efficiency Services

About 40 percent of the end-us-
ers in our sample requested en-
ergy efficiency services of one
type or another. Contrary to con-
ventional wisdom, customer inter-
est in energy efficiency services
was not imited solely to the insti-
tutional governmental sector or
large commercial customers, but
also included one of the three in-
clustrial customers in our sample.

Based on our review, the level of
sophistication or interest in com-
prehensive energy efficiency serv-
ices varies significantly among
even those customers that re-
quested these services. For exam-
ple, several end-users identified
specific energy efficiency-related
services, such as provision of end
use load information, comprehen-
sive energy audits, and installa-
tion of energy management sys-
terns and energy-efficient
equipment, which suggests a high
degrec of familiarity and sophisti-
cation. Other end-users referred
to demand side management serv-
ices generically in their solicita-
tions with little indication of what
they had in mind.

his suggests to us that the

demand for energy effi-
ciency services is likely to un-
dergo substantial evolution as the
retail energy services market de-
velops. Based on our small sam-
ple of solicitations, we would
tend to agree that:

(S)ome customers (sic) segments
will value, and be willing to pay
for, energy efficiency services in
unregulated markets. However,
these segments comprise only
part of the current customer base.
Others ... will not sustain energy
efficiency investiments m unregu-
lated markets. We also find that
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the definition of energy efficiency

is likely to broaden in unregu-

lated markets ... . ()n unregu-
lated energy services markets,

customers will seek to satisfy a

wider range of energy-related

service needs ... . To market en-
ergy efficiency successfully in

such customer-driven markets,

electricity retailers will likely

have to bundle their offerings ac-

cordingly.’

This notion is echoed by others,
who note that, “An important
marketing consideration repeat-
edly expressed to us by commer-
cial customers is that they do not
necessarily value energy effi-
ciency. ... In other works (sic), en-
ergy efficiency is, in itself, not
thought of as a product or a serv-
ice but a means to an end.”"”
These comments suggest that de-
mand for energy efficiency serv-
ices may need to be stimulated by
effective marketing efforts, given
the limited customer interest.

ased on interviews, we also

found that some customers
appear concerned about possible
contflicts of interest that may arise
in purchasing both energy and en-
ergy efficiency services from the
same supplier.” In other cases, in-
ternal purchasing procedures for
electricity and energy efficiency
differ significantly enough that a
single solicitation cannot be used
for both services.

IV. Conclusion

As the new industry structure
emerges and matures, end-users
of electricity will be faced with op-
portunities to express their prefer-
ences in ways that have not been
possible previously. In anticipa-
tion of these changes, some of
these customers have begun issu-
ing solicitations for the purchase
of electricity and related services

on the open market. Our research
suggests that, while many large
customers are still learning, they
are already exhibiting an interest
in a diverse array of services. i
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